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U.S. Customs Service/BATF 


Treasury Decision 


(T.D. 86-193) 


CUSTOMS/BATF AGREEMENT—SUPERVISION OF ALCOHOL- 
IC BEVERAGE AND DISTILLED SPIRITS PLANT BONDED 
WAREHOUSES 


AGENCY: U.S. Customs Service, Department of the Treasury. 
ACTION: Notice of transfer of supervision. 


SUMMARY: This document sets forth a memorandum of under- 
standing between the Customs Service (Customs) and the Bureau of 
Alcohol, Tobacco, and Firearms (BATF) whereby the BATF will per- 
form, on behalf of Customs, spot-checks and audits of certain Cus- 
toms bonded warehouses. The warehouses affected are those 
co-located at distilled spirits plants premises and those warehouses 
which store alcoholic beverages only. Implementation of the agree- 
ment will continue the Treasury Department’s control of bonded 
warehouses at these locations while effecting an overall savings in 
Treasury Department resources. It will not require any changes in 
the regulations of either agency or have any significant impact on 
the bonded warehouse industry. 


EFFECTIVE DATE: October 21, 1986. 
FOR FURTHER INFORMATION CONTACT: 
Customs: 


Audit Aspects: Matthew J. Krimski, Regulatory Audit Division 
(202-566-2812); 

Inspection Aspects: John Holl, Office of Cargo Enforcement and 
Facilitation (202-566-8151). 


BATF: 
Alan Graham, Director, Distilled Spirits Branch (202-566-7531). 


Dated: October 15, 1986. 
Marcaret M. O’RourKE, 
Acting Assistant Commissioner 
(Office of Commercial Operations). 
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MEMORANDUM OF UNDERSTANDING 
BETWEEN THE 
U.S. CUSTOMS SERVICE 
AND THE 
BUREAU OF ALCOHOL, TOBACCO, AND FIREARMS 
DEPARTMENT OF THE TREASURY 


Purpose 

To establish an agreement whereby the Bureau of Alcohol, Tobac- 
co, and Firearms (BATF) will perform, on behalf of the U.S. Cus- 
toms Service, inspector spot-checks and regulatory audits of certain 
Customs bonded warehouses. The warehouses involved are those 
used exclusively for the storage of alcohol beverages. At the present 
time, there are approximately 280 of these bonded warehouses in 
the United States. 


Background 

Customs and BATF have been suiehilia in a cooperative effort 
during the last several years to maintain effective supervision over 
bonded warehouses and distilled spirits plants. As a result of these 
efforts, Customs and BATF concurred in an agreement in March 
1984, whereby BATF would verify imported bulk quantities of dis- 
tilled spirits to Customs. 

As an extension of this agreement, a pilot test was initiated in 
late 1984 to determine if BATF would assume responsibility for 


spot-checks and audits of Customs bonded warehouses co-located at 
distilled spirits plants premises. BATF personnel were trained in 
Customs procedures and successfully conducted spot-checks and au- 
dits during the course of the pilot test, which ended in 1985. Cus- 
toms and BATF have agreed to transfer the responsibility for spot- 
checks and audits for these particular warehouses to BATF. 


General Authorities 
31 U.S.C. Section 321. 
31 U.S.C. Section 1535. 


Interagency Coordination 

Detailed procedures have been developed for the coordination and 
identification of warehouses included in this program (appended). 
BATF will perform all Customs spot-check and audit procedures 
and will forward all appropriate reports to Customs when complet- 
ed. Customs bonded warehouses under this agreement will be only 
those used exclusively for the storage of alcohol beverages approxi- 
mately 280 warehouses nationwide. Customs will continue to bill 
the warehouses in the program for the annual fee and reimburse 
BATF. 


Justification 

Overall Treasury Department efficiency will be gained For ware- 
houses co-located at DSP’s, BATF will have to be onsite to perform 
their revenue protection audits at the DSP. By also conducting spot- 
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checks and/or audits at DSP’s, BATF will save Customs the requi- 
site travel costs and time that would otherwise be borne by Cus- 
toms. This agreement will also increase ATF’s enforcement pres- 
ence at a time when contamination and tampering problems are 
increasing. 

Periodic monitoring of this program will be carried out to ensure 
its continued cost efficiency and proper implementation of Customs 
bonded warehouse program. 


Implementation 

This agreement will not require any changes in regulations con- 
cerning bonded warehouse operations. The impact on the bonded 
warehouse industry should be minimal. One Treasury Officer will 
just be performing the same function of another Treasury Officer 
with resultant savings to the government. Notice to the bonded 
warehouse industry for these warehouses will be published in the 
Federal Register along with the procedures necessary to control the 
identification of the warehouses involved in the program and the 
Treasury organization responsible for the spot-checks and audits. 
Implementation date is projected at October 1, 1986, or publication 
date in the Federal Register, whichever is later. 


WILLIAM VON Raas, STEPHEN E. Hiccins, 
Commissioner, Director, 
U.S. Customs Service. Bureau of Alcohol, 


Tobacco, and Firearms. 
Date: August 20, 1986. Date: July 8, 1986. 


PROCEDURES 


Background 

Customs and BATF have been engaged in a cooperative effort 
during the last several years to maintain effective supervision over 
bonded warehouses and distilled spirits plants. As a result of these 
efforts, Customs and BATF concurred in an agreement in March 
1984, whereby BATF would verify imported bulk quantities of dis- 
tilled spirits to Customs. 

As an extension of this agreement, a pilot test was initiated in 
late 1984 to determine if BATF would assume responsibility for 
spot-checks and audits of Customs bonded warehouses co-located at 
distilled spirits plants premises. BATF personnel were trained in 
Customs procedures and successfully conducted spot-checks and au- 
dits during the course of the pilot test, which ended in 1985. Cus- 
toms and BATF have agreed to transfer the responsibility for spot- 
checks and audits for these particular warehouses to BATF. 

Additionally, Congress required, through the Department of the 
Treasury’s legislation, that a study be conducted to determine the 
feasibility of BATF assuming jurisdiction over Customs bonded 
warehouses containing imported alcoholic beverage products only. 
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The study found and recommended that BATF assume inspector 
spot-check and audit responsibility for these warehouses. On June 
13, 1986, the Department mandated Customs transfer these two 
specific responsibilities to BATF. 

Customs will retain overall supervisory and administrative re- 
sponsibility for bonded warehouses where BATF conducts audits 
and spot-checks. That is, Customs will receive and process ware- 
house entries and withdrawals, approve new warehouses, adminis- 
ter bonding requirements, assess liquidated damages on the basis of 
BATF reports, process petitions for relief, and suspend or revoke 
warehouse approvals. The application and annual fees for alcoholic 
beverage warehouses will be the same as for any other bonded 
warehouses. 


Criteria for Participating Warehouses 

Detailed procedures have been developed for the coordination and 
identification of warehouses included in this program. BATF will 
perform all Customs spot-check and audit procedures and will for- 
ward all appropriate reports to Customs when completed. Customs 
bonded warehouses under this agreement will be only those used 
exclusively for the storage of alcohol beverages approximately 280 
warehouses nationwide. Customs will continue to bill the ware- 
houses in the program for the annual fee and reimburse BATF. The 
term “bonded warehouse exclusively for the storage of alcoholic 
beverages” includes: 

1. Any otherwise qualifying warehouse which contains domestic 
alcoholic beverages along with imported alcoholic beverages; 

2. Any otherwise qualifying warehouse which contains advertis- 
ing and/or promotional material related solely to alcoholic bever- 
ages, except: 


a. where any such material is neiricted merchandise (textile 
products or other merchandise subject to quota or requiring a 
special permit as a condition of withdrawal for consumption); 

b. where the warehouse proprietor cannot carry the burden 
of proof that all of such material is actually advertising or pro- 
motional material related solely to alcoholic beverages; or 

c. where Customs has determined, on a case by case basis, 
that not more than 25% of the value of the merchandise in the 
warehouse during the business year consisted of advertising 
and promotional material. 


Warehouses which are excluded are: 

1. Any warehouse that cannot meet the criteria for inclusion not- 
ed above; 

2. Any Class 6 warehouse; 

3. Any warehouse where Customs has approved a blanket permit 
for withdrawal for exportation or aircraft/vessel supplies (duty-free 
stores or ships chandlers); (See Customs Directive 3260-04, dated 
December 13, 1983.) 
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4. Any warehouse containing non-beverage alcohol or alcohol 
products. 

A specific listing of these warehouses has been sent to each region 
and will be updated on an annual basis. 


Procedures To Control Switching Between Customs/BATF 

The following procedures will be adopted to control Customs 
bonded warehouses under the program: 

1. An initial listing of warehouses in the program has been devel- 
oped by both agencies and forwarded to the regions. All warehouses 
on the list will be subject to spot-checks and audits by BATF utiliz- 
ing Customs procedures. The warehouses will remain under BATF 
control until they are found by spot-checks or audit to be ineligible 
for continued participation or they elect to revert to Customs con- 
trol by bringing non-alcoholic beverage merchandise into the ware- 
house and notifying Customs in advance. 

2. Any warehouse found: by Customs or BATF to contain mer- 
chandise other than alcoholic beverages or small amounts of promo- 
tional material, that has not given prior notification to Customs, 
will revert to Customs control and be assessed liquidated damages 
for failure to comply with a proper Customs order, rule or regula- 
tion (19 CFR 19.3). 

3. Such warehouses will remain in Customs control until the 
warehouse files an accurate CF 300, Warehouse Proprietor’s Sub- 
mission, which shows the activity for the past business year has on- 
ly involved alcoholic beverages. Consequently, it may take a ware- 
house as much as 24 months and 15 days to qualify again for the 
program. 

This time frame is based on the fact that the Customs Regula- 
tions require the CF 300 to be filed 45 days after the end of the pro- 
prietor’s business year. Therefore, if a warehouse participating in 
the program is found to contain non-alcoholic beverage merchan- 
dise in month 1 of its business year it could take the balance of that 
business year (11 months) plus another business year (12 months) 
plus the total filing period provided (45 days or 144 months) before a 
CF 300 could be filed demonstrating alcoholic beverage activity on- 
ly. Conversely, a warehouse could revert to BATF supervision in as 
short a period as 12 months. This could occur if an infraction is dis- 
covered late in the 12th month of the first year and the proprietor 
files the CF 300 immediately after the end of the second business 
year. 

4. New warehouses coming into existence after the effective date 
of the program’s implementation will be considered under Customs 
supervision until they can file a warehouse proprietor’s submission 
for a full year showing only alcoholic beverage activity. When that 
occurs, they will be transferred over to BATF. 

5. Warehouses under BATF supervision which become aware 
that they will be storing non-alcoholic beverage merchandise will 
immediately notify the Customs district director of this fact. The 
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notification will be in writing at least 2 days prior to the filing of 
the warehouse or rewarehouse entry. The district director will then 
notify region and Headquarters Regulatory Audit by forwarding a 
copy of the notification letter to them. The district director will also 
notify the regional BATF coordinator of the notification. This notifi- 
cation will eliminate the possibility of the assessment of liquidated 
damages against the proprietor if the non-alcoholic beverage mer- 
chandise is found subsequently in the warehouse. 

These warehouses will revert to Customs supervision and remain 
under that supervision until they can file a CF 300 Warehouse Pro- 
prietor’s Submission which shows alcoholic beverage activity for 1 
full year and become eligible for the program again. 

6. For purposes of the program the warehouse proprietor will be 
allowed to store some promotional material associated with the al- 
coholic beverages. However, the promotional material cannot ex- 
ceed more than 25 percent of the total value of the total merchan- 
dise in the warehouse at any given time. Promotional material may 
include coasters, glasses and napkins with advertising logo-types, 
cork screws, alcohol filled novelty decanters, etc. The promotional 
material must be clearly and solely alcohol beverage related, and 
not be restricted merchandise. 


Previous Memorandum of Understanding 
See T.D. 84-168 published in the Federal Register on August 1, 
1984 (49 FR 30827). 


[Published in the Federal Register, October 21, 1986 (51 FR 37362)] 
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